Institutions and Growth: The Experience of the Former Soviet Union Economies by SPREAFICO, MARTA
 UNIVERSITÀ CATTOLICA DEL SACRO CUORE 
MILANO 
 
 
 
Dottorato di ricerca in 
Modelli Quantitativi per la Politica Economica 
ciclo: XXIII 
S.S.D. : SECS-P/01; SECS-P/02; SECS-P/05  
 
 
 
Institutions and Growth: 
The Experience of the Former Soviet Union Economies 
 
 
 
 
Tesi di Dottorato di: Marta Spreafico 
Matricola: 3610947 
 
 
Anno Accademico 2009/2010  
 
  
  
  
 
 
UNIVERSITÀ CATTOLICA DEL SACRO CUORE 
MILANO 
 
Dottorato di ricerca in 
Modelli Quantitativi per la Politica Economica 
ciclo: XXIII 
S.S.D. : SECS-P/01; SECS-P/02; SECS-P/05  
 
Institutions and Growth: 
The Experience of the Former Soviet Union Economies 
 
 
Coordinatore: Chiar.mo Prof. Luigi Campiglio 
 
 
Tesi di Dottorato di: Marta Spreafico 
Matricola: 3610947 
 
Anno Accademico 2009/2010  
 
  
 
  
  
 
Executive Summary 
 
 
Organized in three essays, this thesis aims at achieving a better understanding of 
the link between growth and institutions, and of the mechanisms through which 
the institutional arrangements affect the economic paths. 
Exploiting the past common experience of the Former Soviet Union economies, 
this work provides an empirical framework to examine the impact on the 
economic performance of a set of institutions concretely related to the 
“functioning” of the economic activity and offers a first attempt to include in 
this research program the study of the consequences of the government actions.  
 
The opening section introduces the main topics of the thesis and provides a brief 
description of the contents of the next chapters.  
The first essay offers a thorough review of the literature researching on the link 
between economic growth and institutions, and elucidates several issues that 
deserve further attention; the second develops a static and a dynamic approach 
to assess, using multiple estimation techniques, the impact of a set of economic 
institutions on the growth paths of these countries; the third essay, through 
several formal specifications, deals with the relevant issue of the role of policy 
measures and of the effect of the political institutions on the governments 
behaviour.  
The last section concludes outlining the meaning of our main findings and the 
new research challenges they inspire.    
 
  
  
 
  
Contents 
 
 
 
 
1. Introduction ............................................................................................................. 1 
 
 
2. What do we know about the link between growth and 
institutions? ............................................................................................................. 3 
2.1 Opening remarks ............................................................................................................. 3 
2.2 The theoretical framework ......................................................................................... 12 
2.2.1 What are institutions? ....................................................................................... 12 
2.2.2 Institutional change: the importance of path dependence ....................... 14 
2.3 The attempting literature ............................................................................................. 16 
2.3.1 Property rights and contracting institutions ................................................ 16 
2.3.2 Final causes of income differences ............................................................... 18 
Fundamental Causes and the Colonial Experiment ..................................................................................... 18 
Legal Origins ................................................................................................................................................ 22 
Human Capital or Institutions? .................................................................................................................... 26 
2.4 Economic policy and institutions .............................................................................. 28 
2.4.1 Growth policies .................................................................................................. 28 
2.4.2 Functional institutions ...................................................................................... 31 
2.4.3 Participatory political institutions .................................................................. 35 
2.4.3.1 But does “democracy” really generate growth? ..................................... 37 
2.4.4 Political and economic institutions: attempts to distinguish ................... 41 
2.5 Concluding remarks and extensions ........................................................................ 44 
 
APPENDIX A2 Institutional Measures ......................................................................... 47 
 
 
 
  
ii 
 
3. Economic institutions and economic growth in the 
Former Soviet Union economies ......................................................... 49 
3.1 Opening remarks ........................................................................................................... 49 
3.2 An overview of previous research on “transition” ............................................... 51 
3.3 The common background ........................................................................................... 55 
3.4 Definition and measure of institutions .................................................................... 59 
3.5 Econometric analysis ................................................................................................... 62 
3.5.1 The static model ................................................................................................. 64 
3.5.2 The dynamic specification ............................................................................... 67 
3.6 The robustness analysis ............................................................................................... 72 
3.7 Concluding remarks ..................................................................................................... 78 
 
APPENDIX A3 Specific Topics ...................................................................................... 80 
APPENDIX B3 E.B.R.D. Methodology ........................................................................ 82 
APPENDIX C3 Correlation Matrix ................................................................................ 85 
APPENDIX D3 Static Specification ............................................................................... 86 
APPENDIX E3 Dynamic Specification ......................................................................... 88 
APPENDIX F3 Robustness Analysis ............................................................................. 89 
APPENDIX G3 Initial Conditions .................................................................................. 94 
APPENDIX H3 Descriptive Statistics............................................................................ 96 
 
 
4. Economic policy and political institutions in the post-
Soviet era ................................................................................................................. 98 
4.1 Opening remarks ........................................................................................................... 98 
4.2 Institutional change and the governments’ commitment .................................. 100 
4.2.1 Empirical implementation ............................................................................. 103 
4.2.2 Model specification and checking ............................................................... 104 
4.3 Political institutions and the size of the government ......................................... 107 
4.3.1 Empirical implementation ............................................................................. 111 
  
iii 
 
4.3.2 Panel analysis.................................................................................................... 112 
4.3.3 Robustness analysis ......................................................................................... 115 
4.4 Can only democracies enhance “human development”? .................................. 117 
4.4.1 Descriptive statistics ....................................................................................... 118 
4.4.2 Working hypotheses and model specification .......................................... 121 
4.4.3 Estimation results............................................................................................. 123 
4.5 Concluding remarks ................................................................................................... 126 
 
APPENDIX A4 Robustness Analysis .......................................................................... 128 
 
 
5. Conclusion ............................................................................................................. 138 
 
 
Bibliography .............................................................................................................. 141 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
iv 
 
List of Tables 
 
 
 
2.1 Comparative Economic Development: High and Upper Middle Income    
countries ............................................................................................................................ 6 
2.2 Comparative Economic Development. Lower Middle and Low Income    
countries ............................................................................................................................ 7 
2.3 Comparative Institutional Development. Some Facts ............................................ 8 
2.4 Main literature results (Section 2 and 3) ................................................................. 10 
2.5 Main literature results (Section 4) ............................................................................. 11 
2.6 The Washington Consensus Rules ............................................................................ 29 
A2.1 Institutional Variables: a brief description .......................................................... 47 
 
3.1 Static Specification: Two-way fixed effects regression with robust standard  
errors ................................................................................................................................ 66 
3.2 AR(1), AR(2), AR(3) OLS robust regressions ...................................................... 67 
3.3 Dynamic Specification: the GMM-Difference Estimator ................................... 69 
3.4 Dynamic Specification: the GMM-Difference Estimator with restricted 
instruments ..................................................................................................................... 70 
3.5 Dynamic Specification: Sensitivity Analysis ......................................................... 72 
C3.1 Correlation among E.B.R.D. indices over the 1991-2008 period .................. 85 
D3.1 Static specification: OLS and robust OLS regressions .................................... 86 
D3.2 Static Specification: GLS regression .................................................................... 86 
D3.3 Static Specification: Two-way fixed effects regression ................................... 87 
E3.1 Dynamic Specification: Robust OLS and robust LSDV regressions ............ 88 
F3.1 Robustness Analysis: Inflation, F.D.I., Gross Capital Formation .................. 89 
F3.2 Robustness Analysis: Degree of Openness .......................................................... 90 
F3.3 Robustness Analysis: Geographical and Historical Variables ........................ 91 
F3.4 Robustness Analysis: Literacy and Human Capital ........................................... 92 
F3.5 Robustness Analysis: General Model ................................................................... 93 
  
v 
 
G3.1 Public Expenditure and Productive Specialization (country dummies) ...... 94 
G3.2 Government Expenditure and Productive Specialization (country and time 
dummies) ...................................................................................................................... 95 
H3.1 Summary Statistics (first part) ................................................................................ 96 
H3.2 Summary Statistics (second part) .......................................................................... 97 
 
4.1 Institutional Development ......................................................................................... 101 
4.2 First stage regression .................................................................................................. 104 
4.3 IV/GMM estimation with one endogenous regressor ........................................ 105 
4.4 GLS Regression with presidential and plurality dummies ............................... 113 
4.5 GLS Regression with “opposite” political dummies .......................................... 113 
4.6 GLS Regressions with separate measures for democracy and autocracy ..... 114 
4.7 GLS Regressions with mixed electoral dummy .................................................. 115 
4.8 Descriptive statistics for the 1993-2005 period ................................................... 120 
4.9 GLS Regressions. Democratic regime types ........................................................ 124 
4.10 GLS Regressions. Autocratic regime types ........................................................ 124 
4.11 GLS Regressions. General Model with interaction effects ............................ 125 
A4-I.1 GLS Regressions. Economic Dimensions ...................................................... 128 
A4-I.2 GLS Regressions. Historical and Social Determinants ............................... 129 
A4-I.3 GLS Regression. General Model ...................................................................... 130 
A4-II.1 GLS Regressions. Economic Dimensions .................................................... 131 
A4-II.2 GLS Regressions. Historical and Social Determinants ............................. 132 
A4-II.3 GLS Regression. General Model .................................................................... 133 
A4-III.1 GLS Regression. General Model with presidential and mixed           
dummies.............................................................................................................. 134 
A4-III.2 GLS Regression. General Model with parliamentary and mixed       
dummies............................................................................................................... 135 
A4-IV.1 GLS Regressions. General Model with democracy variable ................. 136 
A4-IV.2 GLS Regressions. General Model with autocracy variable .................... 137 
 
  
vi 
 
List of Figures 
 
 
 
3.1 Soviet Union Administrative Division .................................................................... 56 
3.2 Economic Institutions Index for selected years ..................................................... 61 
3.3 Pattern of Economic Performance in FSU countries (1991-2008) ................... 62 
3.4 Scatterplot: GDP and Index of Economic Institutions ......................................... 63 
 
4.1 Cross-sectional comparison of institutional development and government 
commitment ................................................................................................................. 102 
4.2 Former Soviet Union countries average “polity” score ..................................... 109 
4.3 Adult Literacy. Average achievement 1990-2010 .............................................. 119 
4.4 Life expectancy at birth. Average achievement 1990-2010 ............................. 119 
 
 
